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Dollars Spur European Recovery 


A PROGRESS REPORT ON 
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Nations receiving aid under the Mar- 
shall Plan have faced an acute problem 
of overcoming the shortage of dollars 
needed to purchase supplies. The fol- 
lowing article tells how ECA (Economic 
Cooperation Administration) is con- 
tributing to European recovery through 
dollar grants and how the European 
nations are increasing the volume of 
trade among themselves. Forthcoming 
industrial reconstruction may mean 
some increase in ECA orders for New 
England machinery. 
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WeEsTERN Europe has been critically short of the dol- 
lars needed for her recovery. To maintain tolerable liv- 
ing standards and complete reconstruction of their 
economies, the Marshall Plan countries generally wish 
to buy more from dollar countries than they can sell to 
them at the present time. Essential purchases from 
dollar nations are not balanced with sufficient dollar 
earnings. This was the first, and perhaps the most 
difficult, problem to be faced in Western Europe’s 
financial reconstruction. What has been accomplished 
during the last year? 


Solving the Dollar Shortage 


The war resulted in enormous demands for dollar 
exchange to buy goods for reconstruction, but it reduced 
the dollar supply. Wartime shifts in trade changed the 
international flow, as well as the supply, of dollars. 
Before the war dollars used to flow directly from the 
United States to the European colonies for purchases 
of rubber, tin, tea, cocoa, copra, and other raw ma- 
terials. The colonies then sent the dollars back to the 
mother countries to pay for purchases or interest on 
borrowings from them. This gave European nations the 
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extra dollars they needed to pay for their excess of pur- 
chases over sales in the United States and Canada. 

A nation’s deficits with one part of the world were 
normally balanced by surpluses with other parts. For 
example, Great Britain used to buy more from the 
United States than she sold to the United States. She 
generally sold more to the Far East than she bought 
from it; and the Far East, in turn, used to have a surplus 
of sales in the United States. Everyone was paid because 
Great Britain used the dollars which she got from the 
Far East to pay us. 

The chain was broken when many European colonies 
during the war lost — temporarily at least — their 
dollar earning capacity. The volume of supplies which 
Europe could obtain from southeast Asia and from 
eastern Europe was substantially cut; income from 
investments and shipping services was also greatly 
reduced. This meant added reliance on imports from 
the American continent. It was very difficult to fill the 
payments gap because, as a result of the war, import 
needs were increased while export capacity was dimin- 
ished by war dislocations." 


INCREASING THE SUPPLY OF DOLLARS 

If European nations are short of dollars, how can 
they go about obtaining more? First, foreigners can 
export more goods to the United States. The American 
importer will pay for the imports with dollars, and the 
supply of dollars at the disposal of other countries will 
rise. They can also sell goods and services to American 
tourists visiting Europe, or they can carry freight on 
their own ships for Americans. Again, Americans pay 
for these invisible purchases of services by turning dol- 
lars over to foreigners. Another way that foreigners can 
acquire more dollars a temporary method — is 
through American loans or grants. 


ERP Do tars 

Through ERP (European Recovery Program) Amer- 
ica is furnishing added dollars to Marshall Plan nations. 
Member nations in July 1947, at the Paris Conference, 


\See "Financing European Recovery.” this Review, March 1948, pp. 5-9, for a 
fuller discussion of these points. 
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estimated that they would be short about 19 billion 
dollars for the next four years. They needed to buy 
from the dollar area 19 billion dollars more than they 
estimated they could sell. 

More dollars should be needed in the early than in 
the later phases of the aid program. For instance, in 
1947 the sixteen Marshall Plan countries and Western 
Germany ran an 8 billion dollar deficit with the Ameri- 
can continent. This will be reduced to about 5.5 billion 
dollars in the fiscal year 1948-49. The idea is to taper 
foreign aid down in a sliding scale. The objective, 
originally, was dollar balance by 1952. 

Calculations by the United States Government of the 
probable year-by-year deficits of Western European 
countries are furnishing the basis of the ERP aid pro- 
gram. For the first full year of the program, 1948-49, the 
Marshall Plan countries are getting $4,875 million. For 
the next fiscal year, 1949-50, the sum of $4,200 million 
has been requested from Congress by the administration. 

American dollar grants are not supposed to be a 
permanent cure for dollar deficits. Marshall Plan na- 
tions are striving for production and export increases, 
currency stabilization, balanced budgets, import re- 
adjustment and tightened home consumption. 


EuROPEAN PRODUCTION 


Increased home production is one of the surest ways 
to reduce Europe’s dearth of dollars; it is also consistent 
with our philosophy that ECA grants should ultimately 
help European countries take care of each other’s needs 
wherever possible. As more goods are produced at 
home, more eventually can be sold abroad for dollars 
or other needed foreign exchange. Production increases 
at home will permit Europe to get by on a reduced 
volume of dollar-absorbing imports from abroad. 

Some countries are emphasizing the production of 
durable capital goods; others are stressing output of 
consumers’ goods, which can be sold for dollar exchange 
immediately. Good progress has been made already. 
By the second quarter of 1948, industrial production in 
the main industrial OEEC (Organization for European 
Economic Cooperation) countries, except Germany, 
was 17 per cent higher than prewar. 

What are the production goals for 1948-49? Petroleum 
products, steel, pig iron, lead, zinc, and bread grains 
are slated to rise from 45 to 85 per cent compared with 
1947. Output of aluminum and tin should be up between 


35 and 40 per cent. OEEC experts also expect that 
Western Europe can increase its output of beet sugar 
by 26 per cent, wood pulp by 23 per cent, and its coal 
output by 14 per cent. 


Exports AND Imports 


Marshall Plan nations are planning to sell much of 
their increased output to others. Exports of the Mar- 
shall Plan countries should be $15.8 billion in 1948-49, 
compared with $9.3 billion in 1947. Not all extra sales 
this year will yield added dollar exchange for Western 
Europe. The bulk of the 1948-49 increase in ECA 
countries’ exports will probably be to non-dollar 
countries. 

Imports of Marshall Plan countries are going to rise, 
too — about 5 billion dollars. How are they going to 
be paid for? Western Europe’s dollar economy program 
includes less buying from the United States. The plan 
is to substitute purchases, wherever possible, from non- 
dollar countries. Such purchases don’t use up scarce 
dollars. Most other currencies are not in short supply. 

Total dollar imports will fall. For member countries 
as a whole they will fall from $6.9 billion in 1947 to 
about $5.2 billion in 1948-49. But trade between mem- 
ber countries will rise; and purchases from other non- 
dollar areas — the sterling area, Latin America, and 
non-ERP Europe — will rise also. Europe will be pro- 
gressively less dependent upon North and Central 
America for goods. 

European economists look pessimistically upon the 
possibilities of achieving dollar balance quickly and 
easily?. Member nations will still be running over a 
billion dollar deficit (or more) with North and Central 
America in the target year 1952-53. Future exports of 
ECA nations, according to OEEC, may be overestimated 
and individual production goals may be too ambitious. 
If that is true, Europe’s dollar imports may have to 
be cut even more in order to get rid of the dollar short- 
age by 1952 or 1953, as originally planned. 


Solving the Intra-European 
Payments Impasse 
Not only were European nations finding it difficult to 
pay the dollar nations, but also they have often been 
unable to pay each other for goods which move in intra- 


2See Organization for European Economic Cooperation, Interim Report on the 
European Recovery Program, Vol. 1, Paris, December 30, 1948. 
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European trade. Before the war, trade among the 


Marshall Plan nations accounted for about one-half of 


their total exports and almost 40 per cent of their total 
imports. After the end of the war, many countries soon 
found that they owed other countries substantial sums 
which they could not pay for lack of suitable currency; 
other countries also owed them but could not pay for 
the same reason. The countries whose currencies they 
held did not have the goods they wanted. Currencies 
were often frozen and could not be exchanged freely 
into dollars or other types of desired currencies. 

Few of the debtor European nations — France, Aus- 
tria, and Greece, for example — possessed enough gold 
or dollar reserves to enable them to finance their trade 
deficits with other European countries. Much of the 
surviving trade was conducted under a series of cumber- 
some barter (or bilateral) deals. Worse, the inability 
to trade with one another had been inflating Europe’s 
estimated Marshall Plan needs. 

The OEEC planners got to work to see what they 
could do to unfreeze the jammed payments mechanism. 
They studied each country’s payment status with every 
other, and decided last October to set up a mutual 
{uropean aid and clearing plan. 


TERMS OF THE Mutua Alb PLAN 

Under the plan ECA will use a part of its funds to 
make conditional grants of dollars to European cred- 
itors, with certain strings attached. The creditor coun- 
tries — such as Great Britain and Belgium — must 
agree to make similar grants in their own currencies to 
debtor countries such as France or Austria. 

A creditor country is one from whom other European 
countries, on balance, buy more than they can sell; 
similarly, a debtor is in the red with all other ECA 
countries because it cannot sell them sufficient goods 
and services to pay for its purchases. OEEC has esti- 
mated up to July 1, 1949, the creditor and debtor posi- 
tion of each European country. The amounts of condi- 
tional aid it will grant this year are based upon these 
estimates. 

Here is an illustration of how the plan works. ECA 
dollars, instead of being given directly to France (a 
debtor), are given directly to Great Britain (a creditor) 
as a conditional allotment. The condition is that Great 
Britain must grant France (or some other debtor) the 
equivalent in drawing rights in pounds. Britain keeps 
the dollars; France merely gets pounds. France will 
then use its pound drawing privileges to meet its lia- 
bility to Britain. In that way, Britain can get paid for 
the excess goods she exports to France. 


ERP Dottiars Witt Do DouBLE Work 

The principle of the payments plan is to make ERP 
dollars do double duty: once to move goods within 
qurope and again to move goods to Europe from 
overseas.® 

A country that is in the red with other European 
countries, on top of its Western Hemisphere deficit, 
needs aid to cover both. On the other hand, a country 
that is in the black with other European nations can 
use its surplus to reduce its requirements for dollars 


3See the Monthly Review of the Federal Reserve Bank of New York, November 
1948, pp. 118-120. 
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(provided the surplus can be converted into dollars). 
This is what the payments plan does — it converts a 
country’s surplus of European currencies into dollars. 


MULTILATERAL CLEARING UNDER THE BIS 

OEEC has also proposed the development of a mech- 
anism for limited multilateral clearing of intra-European 
payments. The Bank for International Settlements 
(BIS) is acting as their clearing agent. Under the scheme 
which has been agreed upon, certain types of clearing 
are carried out automatically by the BIS, whereas 
others require the consent of the countries affected. 
Under a completely automatic clearing, all countries 
would be willing to accept the currency of any other 
European country in payment of a debt. It is just like 
our domestic clearing system; one bank’s claims are 
automatically cleared against the claims of all the other 
banks in the system. Offsetting claims would thus be 
automatically cancelled, and there would be no such 
thing as a frozen currency which could not be used any- 
where. The present scheme does not yet provide such 
an arrangement, but it represents a step in that direc- 
tion. 

Financing European trade deficits with local curren- 
cies, as provided for in the payments plan, is only pos- 
sible now because of dollar support. Nevertheless the 
mutual aid plan is an essential first step toward a more 
rational pattern of European trade. It is designed to in- 
crease the volume of trade among member countries. 


Is Foreign Aid Inflationary? 

The price of foreign aid for this country has probably 
been a moderate, although controlled, amount of infla- 
tion in certain areas of the economy. How much infla- 
tion have we had in the past year or two from foreign 
grants, and how mueh can we expect in the future? 
What will be the effect upon the nation’s and New 
England’s industries? What is the comparable effect 
abroad? 

First, let’s take a look at the effects of the program 
abroad. Within the markets of the ECA nations there 
are available not only the goods produced at home, but 
also the supplies received from abroad. More is put on 
the market to meet consumers’ demand than is being 
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currently produced, and the effect of Marshall Plan aid 
is probably deflationary. 

Use of “counterpart funds” also helps dry up infla- 
tion in the MarsHall Plan countries. The individual 
importers of ERP goods receive no free windfall; they 
must lay cash on the line in their own local currencies 
for every item they receive on a grant basis. The buyer's 
ability to pay, from his own money or a bank loan, is 
just as important as under normal conditions. 

Local currencies that the importers deposit are held 
in trust by their government in so-called counterpart 
funds. The individual consumer, in turn, purchases 
every dollar’s worth of ECA goods in his own local cur- 
rency equivalent. 

Counterpart funds, when they are left idle or steril- 
ized, draw away excess purchasing power and help 
reduce monetary over-expansion in the ECA countries. 
Local currency deposits, too, are released from time to 
time for internal monetary stabilization, to stimulate 
home production, or to develop natural resources. All 
these purposes are consistent with the Foreign Assist- 
ance Act of 1948. 


Financinc ECA at Home 

ECA financing, on the other hand, has probably 
tended to have an inflationary effect on our own 
economy. Foreign aid has been paid for out of the 
Treasury's existing resources, not by an increase in 
taxes. It has reduced the opportunities for retirement 
of the public debt. Instead of debt reduction, we face a 
deficit of 600 million dollars for the fiscal year 1949. 
Less funds have been available for drawing down bank- 
held debt and the nation’s supply of money. (This is, 
of course, strictly a bookkeeping approach.) 

The President has estimated expenditures of $4.6 
billion for ERP in the present fiscal year (1949). Over 
four billion dollars may be spent in fiscal 1950 for ERP. 
These outlays will all increase the total demand for the 


Page 4 


FEBRI 


RESERVE 


ARY 


BANK OF BOSTON 


nation’s goods and services and the pressure on prices 

that is, unless the Government drains away an equal 
amount from the income stream by raising taxes. 

Inflationary effects of the aid program on the domestic 
economy are not likely to be as strong this year as last 
year. However, according to the Council of Economic 
Advisers, “This is no time to relax our vigilance against 
the dangers of a possible spurt in the inflationary 
spiral.” 


[EFFECTS ON THE DomEstIC Economy 

What has been the net impact of foreign aid on our 
domestic economy? Our export surplus in 1948 ($6.5 
billion) is down $4.8 billion from last year’s $11.3 billion 
level. This means a smaller over-all drain on our pro- 
duction and resources than last year, and probably 
smaller over-all inflationary pressure. 

It is interesting that U. S. Government aid, including 
the ERP program, was over one billion dollars less this 
year than it was last year. Moreover, foreign countries 
had much less gold and dollar assets available for spend- 
ing in this country. Western European countries were 
forced to curtail their imports from us, and we, in turn, 
bought almost $2 billion more from the rest of the world 
than in 1947. 

Our merchandise exports fell 18 per cent in dollar 
volume and more than 20 per cent in quantity from 
1947 to 1948. Thus foreign aid has not meant a huge rise 
in exports abroad by New England and United States pro- 
ducers; it has simply meant a more gradual tapering off of 
foreign orders than would otherwise have taken place. This 
is perhaps one reason why New England manufacturers 
are not getting as much business from ECA as they had 
hoped for. 

But there is one consolation: without any ECA pro- 
gram at all, the reduction in exports would have been 


-very rapid, and we would be getting even less foreign 


orders both now and for the next several years. More- 
over, as shipments under ERP increase, we can expect 
a rise in United States exports from the low levels 
reached in the second half of 1948. 

The commodity impact of the fall in exports, of 
course, has been uneven. Foreign countries are restrict- 
ing their purchases selectively. Exports of coal, dairy 
products, textiles and textile manufactures and rubber 
products have been cut very drastically. On the other 
hand, U.S. exports of such things as wheat, petroleum 
and its products, agricultural machinery, certain types 
of industrial machinery, and chemicals have been well 
maintained or have even gone up. New England’s 
products are mentioned in both lists. 

ECA’S emphasis last spring was on feeding people; 
now it is turning more and more to the job of restoring 
Europe’s productive capacity. During the first three 
months of the program (April through June), 41 cents 
of the ECA dollar was slated for purchases of industrial 
equipment and commodities; 59 cents was for food and 
agricultural commodities. Recently, industrial procure- 
ment authorizations took a 60-40 lead. New England’s 
manufacturers, who have not been getting very much 
ECA business up to now, can look forward to some 
increase in orders. The prospect is welcome, especially 
for the machine-tool industry which is waiting for an 
improvement in its quiescent position. 
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New ENGLAND member banks loaned more money 
during 1948 than ever before. Total loans reached $1.7 
billion, up five per cent from 1947. The volume of earn- 
ing assets, however, declined $132 million or 2.8 per 
cent —a drop in holdings of United States securities 
outweighed the rise in total loans. Earning rates on 
loans and securities were moderately higher, offsetting 
the effect of a reduced volume of earning assets. Total 
earnings amounted to S144.7 million, an increase of 
about five per cent for the year. Increased expenses and 
larger amounts set aside for reserves against loan losses, 
however, reduced net profits to $26.2. million, down 
12 per cent from 1947, 

\ six per cent decline in commercial loans* at: banks 
in Boston was of sufficient size to outweigh an increase 
in these loans at the outside banks. On December 31 
the total of commercial loans was $907 million, down 
2.2 per cent from 1947, 

Public policy continued to encourage making real 
estate loans and this was the only loan classification 
which showed a major increase for the year. Real estate 
loans amounted to $355 million on December 31, up 
16 per cent. The rate of increase, however, was about 
one-third smaller than in 1947, 
consumer credit expanded less in 1918 and reached a 
total of $324 million. In this classification the increase 
in automobile credit: was significantly greater than the 
year before. The increasing rate of growth was slowed, 
however, by the reimposition of Regulation Win 
September. The advances of real estate and consumer 
loans were the principal influence in driving total loans 
to the new high. 

Holdings of United States securities dropped seven 
per cent and at the year end stood at $2.6 billion. This 
decline continued the trend begun in 1946 and was 
influenced by several factors. The use of the large 
Treasury cash surplus during the first quarter of 1948 
to retire United States securities held by the Federal 
Reserve System forced banks to sell Government securi- 
ties to meet losses of deposits and reserves. Additional 
sales were made to raise cash to meet the increases in 
legal reserves which were ordered in September and to 
enable some shifting to loans and “other securities.” 

Further shifts were made from longer to shorter term 
United States securities during 1948 and the average 
maturity of the banks’ portfolios was shortened con- 
siderably. Holdings of certificates and bills increased 
over one-half. These changes were largely induced by 
the increases in rates on short-term securities made by 
the monetary authorities during the summer and fall. 

Total demand deposits amounted to $4.3 billion at 
the year end, two per cent lower than in 19147. The 


4The various loans were reported on a gross basis in 1948, i.e., before deduction 
of valuation ‘reserves and are not entirely comparable with 1947 or earlier 
figures. Total loans continue to be shown net. 
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activity of deposit accounts was greater than the year 
before and was a factor in maintaining the high level 
of production and business. 

The year 1949 will call for an increased degree of 
watchfulness in managing loan accounts. Production 
will probably overtake demand in a greater number of 
industries than occurred last year and price trends will 
probably be less certain. 

The postwar pattern of bank earnings which had 
taken definite form in 1917 showed no marked change 
in 1948. Total gross earnings of New England member 
banks amounted to $144.7 million, up about five per 
cent from the year before. A greater increase was re- 
ported by the banks outside Boston than by those in 
the city. Moderately higher earning rates on loans and 
securities particularly during the last half of the year 
offset the effect of the reduced volume of earning assets. 
The percentage of earnings from the traditional source 

loans — continued to grow and accounted for about 
Hf per cent of the total. The earnings on United States 
securities supplied 30 per cent. Service charges and 
trust department operations both continued as sizable 
sources of income. 

Expenses again consumed a larger proportion of earn- 
ings. Boston banks, however, had a more favorable 
experience with expenses than did the banks outside, 
showing a smaller increase in both payroll and other 
expenses. Disbursements for salaries and wages ac- 
counted for the major outlays at both groups of banks. 
‘Total expenses amounted to $97.2 million after an in- 
crease of about seven per cent from the previous year. 
Further mechanization of operations and some im- 
provement of methods and systems during the year 
probably slowed the rise in operating expenses. 

Net current earnings before income taxes amounted 
to $47.4 million, about $1.3 million higher for the year. 
Despite this, net profits after taxes of all member banks 
were 12 per cent lower and amounted to $26.2 million. 
The principal cause of the decline was the amount 
charged to income to provide reserves for bad debts.$ 

Additions to net current earnings arising from profits 
on securities sold were lower than a year ago at the out- 
side banks. Recoveries on loans and securities which 
had previously been charged off were greater, particu- 
larly at the Boston banks. 

Cash dividends paid remained on a conservative 
basis, amounting to $16.3 million and absorbed over 60 
per cent of the smaller net. Additions to capital after 
allowance for the increased valuation reserves, how- 
ever, were slightly larger than in past periods. 





5A ruling of the Commissioner of Internal Revenue of December 8, 1947, 
permits banks to accumulate a limited amount of tax free reserves (in excess of 
actual current loan losses) for bad debts on loans. The aggregate amounts 
charged to income to build valuation reserves thus decreases net profits. To the 
extent that the provision is utilized, fluctuations in banks’ profits in good and 
bad years will tend to be smaller. Such a policy has been followed in the past by 
many conservative banks which have set up reserves for possible loan losses 
out of net profits after taxes, 
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SPENDING... 
Consumer Purchase: 

Increase 2.5% in 1948 


LreT’s ASSUME you are a typical consumer in New Eng- 
land. You have not said what you are going to do in 
1949. Retailers who are interested in your decisions, 
however, have made fairly optimistic statements about 
your future actions. They think your dollar volume of 
purchases in the first half of 1949 will equal or slightly 
exceed those made in the corresponding period in 1948. 

Although retailers will have to await confirmation of 
their hopes for the future, they have a record of your 
past decisions and the conditions under which you 
made them. You spent 2.5 per cent more dollars in New 
England department stores in 1948 than in 1947. Your 
total retail dollar purchases for the first 11 months of 
1948 also exceeded those made during the correspond- 
ing period last year. They were larger by four per cent 
in Greater Boston; five per cent in Providence County, 
Rhode Island; six per cent in Hartford and Tolland 
Counties, Connecticut; and 10 per cent in York County, 
Maine, according to the Department of Commerce. 
You made about one per cent more unit: purchases in 
1948 than in 1947 in New England department stores. 
The prices you paid are discussed in another article in 
this Review. 





The record shows that clearance sales and special 
promotions attracted you and that quality of products 
became more important as 19148 progressed. You pur- 
chased more cautiously and balanced your income and 
outgo more carefully in the family budget. 

Your caution reflected itself back through retailers 
to manufacturers, especially for textile and apparel 
products. New 
England department stores dropped 17 per cent in 
October, 40 per cent in November and 54 per cent in 
December compared with corresponding months. last 
year. Consequently, manufacturers’ backlogs of orders 
diminished. Under the influence of your more deliberate 
purchasing, retailers, wholesalers, and manufacturers 
strove for lower costs, increased productivity, and 
lower prices in order to stimulate the volume of sales. 

After stimulating you to purchase by lowering prices 
of men’s and women’s apparel, department stores are 
beginning to wonder whether their promotional activi- 
ties are borrowing sales from the future. [If you do not 
buy, they worry about the declining dollar volume of 
sales, and if you do buy, they wonder how long buying 
will continue. 

Your preference for durable goods, so marked during 
1946 and 1947, held up during the first three quarters 
of 1948. As purchases of soft goods increased during 
the final months of the year, however, the purchase of 
with the fourth 
quarter of last year, New England department store 
sales decreased by 2.7 per cent in furniture and bedding, 
36.4 per cent in major household appliances and 4.4 per 
cent in radios and phonographs. Retail furniture stores 


Merchandise orders outstanding in 


durable goods sagged. Compared 
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in New England sold you approximately LL per cent 
less merchandise in the fourth quarter than during the 
last quarter of 1947. 

There are several suggested reasons for the slump in 
the sales of durable goods. Foremost among them are 
your resistance to high prices, your lessening need to 
replace items which you own, your decreased income be- 
cause of working shorter hours, your reluctance ‘to 
make down payments and assume the instalment pay- 
ments for durable goods required under Regulation W, 
your shift of preference to apparel lines which offered 
relatively better values, and the return of your sea- 
sonal habits of not buying “big ticket” items during the 
Christmas season. You knew they would be in the 
stores later. 
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Your personal financial status is not known, but it is 
logical to surmise that the total of your instalment 
obligations for housing, insurance, automobiles, home 
appliances and other equipment purchases are at or 
near their postwar peak. In addition, you may have 
read about losses in weekly earnings or may have ex- 
perienced a loss yourself. You probably have recon- 
sidered some of your plans and have decided to wait and 
see what happens. You quite likely had less unassigned 
income to spend and are cleaning up some of your obli- 
gations before assuming new ones. It may be that we 
have been going through a breathing spell for consumers. 





Monthly Review articles may be reprinted in full or 
in part provided credit is given to the ‘Monthly 
Review of the Federal Reserve Bank of Boston.” 








1949 





Monthly 


Review 


FEDERAL RESERVE BANK OF BOSTON 


SAVINGS... 
Uptrend Noted in 
Rate of Saving 


THE PERCENTAGE of personal income that is saved 
appears to be increasing again after an earlier postwar 
decline. The increase, however, is being channeled into 
“contractual” savings rather than into “voluntary” 
savings deposits or savings bond purchases. 

To save during the war years required little effort 
because of the high level of personal income and the 
relative scarcity of civilian goods. Then the increasing 
availability of commodities in the postwar period in- 
duced a spending spree which reduced the annual rate 
of personal saving in the nation from 20.8 per cent of 
personal income in 1944 to 2.2 per cent in the second 
quarter of 1947, Since that time it increased to some- 
what more than seven per cent in the final quarter of 
1948. 

The estimates showing that nationwide saving in- 
creased during the past year and a half may be re- 
ceived with skepticism by some. For there are indica- 
tions that more and more individuals are dissaving 
rather than saving. To those people whose personal 
experience shows a drain on past accumulated savings 
to meet currently high living costs, the thought of an 
increase in the rate of saving is incongruous. They may 
well ask how it can be. If it really is so, what is the 
source of this increased saving, and where is it going? 





The rate of saving increases as smaller proportions 
of personal income are devoted to current consumption 
expenditures and taxes, and a larger proportion is 
devoted to repayment of debt, meeting insurance pre- 
miums, or to current optional savings such as increas- 
ing deposit balances or savings bond purchases. The 
rapidly increasing availability of consumer goods has 
satisfied the most urgent current needs for such goods 
and has eased the demand. Reduction in income taxes 
in 1948 also facilitated some saving. Finally, there has 
developed a greater desire to save, partly to provide 
more adequately for an uncertain future, and partly to 
meet previously contracted commitments. Those who 
wonder how savings could be increasing usually forget 
that repaying debt or paying for life insurance repre- 
sents saving. Where did the increase in saving go? It 
did not go into time deposits of insured commercial 
banks, for the New England aggregate of such deposits, 
from our estimates, has declined since the fall of 1947 
and amounted to about $1,760 million at the end of 
1948 compared with $1,790 million a year earlier. Nor 
did much of it go into mutual savings bank deposits, 
which in New England showed only a 1.5 per cent in- 
crease during 1948 to reach a year-end figure of about 
$5,100 million. This increase was less than half that for 
1947. New England holdings of Series E, F and G Sav- 
ings Bonds increased by about seven per cent to an 
estimated current redemption value of about $4,100 
million as of the end of 1948. But most of the year’s 
increase occurred in one month as a direct effect of the 
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liberalization of subscription privileges to these issues, 
and may have been largely a transfer from other types 
of savings. During the rest of the year new purchases 
were in close balance with redemptions. 

Savings of the foregoing types are for the most part 
voluntary. Most individuals deposit in such institu- 
tions and, to a lesser extent, buy bonds as their cash 
surplus permits. Additions to such savings in 1948 were 
considerable, but generally at a decreasing rather than 
increasing rate. Much of the increased saving went 
instead into life insurance, home financing, and pension 
plans which call for regular fixed payments. Invest- 
ments from incomes of farm proprietors and noncor- 
porate businesses also contributed to the increase in 
savings. 

The Institute of Life Insurance estimates that insur- 
ance in force on American lives passed $200 billion in 
1948. Presumably New England’s share would exceed 
$15 billion with an estimated current policyholders’ 
equity of about $3.6 billion, representing about a seven 
per cent increase during 1948. 





ACCUMULATED SAVINGS IN NEW ENGLAND 
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Considerable saving in the postwar period has gone 
into home financing, although it is difficult to measure. 
Private share capital in New England Federal Home 
Savings and Loan Associations increased 11.5 per cent 
in 1948. Home financing funds have also gone into other 
savings and loan associations and into credit unions. 
More difficult to measure is the amount of saving that 
has gone directly into reduction of mortgage indebted- 
ness. 

Pension plans are absorbing an increasing portion of 
personal saving, and it is noteworthy that both labor 
organizations and employers are giving greater recogni- 
tion to this phase of employee benefits. 

Not all types of savings are shown in the accompany- 
ing chart, and recent values, especially, can only be 
estimated. However, the chart does show that aggre- 
gate savings of these types have continued to accumu- 
late and reached about $16 billion in New England at 
the end of 1948. At that time per capita accumulated 
savings of these types amounted: to about $1,700 in 
New England compared with about $1,150 in the coun- 
try as a whole. 
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Consumers Prices Turn Down % 
Signs Indicate Peak of High Prices => § 
Has Been Passed After 9-Year Advance . . ~~ 





{fier nine years of almost uninter- 
rupted increases in all categories of con- 
sumers’ prices. there are growing signs 
that the peak has been passed and that 
during 1919 there will be a moderate 
decline in the average price level. So long 
as industrial production, construction 
activity, and government spending re- 
main near their present levels, the drop 
will probably be small. Moreover, prices 
in a few categories such as rents may be 
expected to continue to climb and reduce 
the effect of the declines in the prices of 
foods, apparel, and other items. 











BosToN FAMILIES with moderate incomes were paying 
prices 66 per cent higher in December 1948 than they 
had paid for the same goods in September 1939, accord- 
ing to the United States Bureau of Labor Statistics. 
From September to December there were three months 
of steady decline in consumers’ prices, however, and 
present indications are that January and February 
have produced a further drop. 

At the end of the year, pocketbook pressure in New 
England was easing slightly. Consumers were becoming 


increasingly aware of markdowns in retail prices of 


apparel and footwear, home furnishings, and used auto- 
mobiles. Meat and other food prices had slid. Even 
though some of the declines were seasonal or tempo- 
rary, it appeared to both the hard-pressed consumer and 


CONSUMERS’ PRICE INDEXES 


For Moderate Income Families 


BOSTON, 1939-1948 
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the cautious forecaster that the peak had been passed. 
The question was, ‘How fast would prices slide and how 
long would the decline persist?” 


THE INFLATION IN CONSUMERS’ PRICES 

The amount of price inflation in Boston has varied 
widely for the various commodity groups and shows an 
even greater spread for individual commodities and 
subgroups. Food prices have risen the most, to a peak 
110 per cent above the average 1935-1939 level in July 
1948. Food prices have also been the most sensitive in 
month-to-month fluctuations, and by their heavy 
weight in the moderate-income budget (42 per cent in 
the BLS index) have usually dominated the movement 
of average prices. Declines from their postwar peaks 
have appeared in every food subgroup except beverages 
(coffee and tea), which reached a new high in December. 

Apparel and housefurnishings prices, with a 17 per 
cent weight in the BLS index, have edged up together 
since January 1917 at rates slightly below those for 
food. Prior to the decontrol of prices in 1946, the ap- 
parel and furnishing groups paced all others. A plateau 
seemed to be developing in the BLS index for these two 
groups at the end of the year. Prices of fuel, electricity, 
and ice (five per cent weight) in Boston were 55 per 
cent above their prewar base in December 1948. Charges 
for coal and petroleum fuels have approximately 
doubled since 1939, though fuel oil prices have recently 
started to recede. Gas and electricity rates declined 
during the war years but have risen again to about their 
prewar levels. 

Prices in the miscellaneous category, which includes 
transportation, household operation, recreation, gifts, 
and medical and personal care, have risen slowly but 
steadily. This group, with a 24 per cent weight, is 
second in importance only to food. Many “miscellane- 
ous” prices, such as medical fees, telephone rates, postal 
rates, water rates, newspaper prices, motion picture 
admissions, and haircut prices, change infrequently. 

Rents, with a 13 per cent weight, increased even less 
than the miscellaneous group, rising only 15 per cent 
since September 1939. Federal and state controls have 
held the increase substantially below what it would have 
been in a free market. Most of the advance took place 
in 1947 and 1948. There have as yet been no reversals 
in the persistent rise. 

The degree of price inflation in most other New 
England cities has been slightly greater than that in 
Boston, though the relative rise has been about the 
same in New Haven, Fall River, and Portland. Provi- 
dence has shown the greatest relative increase in prices. 
On the average, the inflation of consumers’ prices in 
New England’s urban areas has been less than that in 
other large cities outside the region. 
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RETAIL FOOD PRICE INDEXES IN BOSTON | 


December 1948 GB and Post-War Peok GI 
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THE Prospects FOR DECLINE 

Food and apparel, which depend largely on agricul- 
tural raw materials, have historically been the elements 
in consumers’ budgets which have shown the widest 
swings in price. During and immediately following 
World War I the sharp rise in food and apparel prices, 
unchecked by federal controls, led to a peak in the index 
for all items 115 per cent above the prewar level. The 
equally sharp drop in food and apparel prices dominated 
the decline in the total index from 1920 to 1922. 

The post-World War I experience of consumers’ 
prices would seem to suggest that the break in food and 
apparel prices, which was shaping up at the end of 
1948, will be sharp, will dominate the average of all 
items, and will continue for a year or two. There are 
important differences in the current situation, however, 
from that which existed in 1920. 

There are numerous cushions in the present price 
structure. Federal price supports of the basic agricul- 
tural crops, large federal military expenditures, sus- 
tained construction activity, unusually heavy export 
demand, the absence of speculative inventory accumu- 
lations, and more active wage pressure by organized 
labor tend to make prices more rigid than they were in 
1920. These forces may not prevent the average of all 
consumers’ prices from falling, but they will probably 
make the decline somewhat more gradual than it was 
after the first world war. 

Consider specifically the outlook for retail food prices, 
the most important group in the overall index. Among 
the most sensitive food prices are those for meats, 
poultry, dairy products, and eggs, for which the per- 
centages of farm value to retail price are high. These 
items are given a 22 per cent weight in the BLS con- 
sumers’- price index. 

Retail meat prices declined 10 per cent during the 
fall of 1948. Heavy slaughtering reduced the cattle 
population abnormally. Lower grain prices are affecting 
the meat situation through relatively greater supplies 
of high-grade beef, but the lower grades will be in short 
supply this spring. On the average, beef prices may rise 
again, though they will:probably not reach their August 
1948 highs. 
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Lower grain prices have also encouraged farmers to 
raise more hogs and poultry. By late spring or early 
summer larger supplies may affect beef prices as well as 
poultry and pork prices. Egg prices have already shown 
a substantial drop, and further decreases should be 
nominal. A continuation of high support prices for basic 
farm products and high levels of industrial employment 
will probably prevent food prices in these categories 
from declining drastically during 1949. 

The prices of cereals and bakery products have been 
slow in reflecting the decline in grain prices. This lag will 
probably continue, as only about 30 per cent of the 
retail value of such products is received by the farmer. 

The outlook for apparel and housefurnishings prices 
is for a moderate average decline. Reductions in the 
prices of textile products were prominent in the price 
cuts announced by leading mail order houses for their 
spring lines. The late 1948 shakedown in textile fabric 
prices, particularly cottons, appears to be largely over, 
however, and it is doubtful if the index for apparel 
prices will drop more than a few points during the first 
half of 1949. Cuts in footwear prices, other than for 
clearance, have been small, and high leather and labor 
costs make major near-term reductions unlikely. 

\ continuation of the building boom and high con- 
sumer income would sustain the demand for home fur- 
nishings. Even so, a small decline in prices for these 
products will probably develop in 1949. Many electric ° 
appliances have already dropped in price and further 
declines are likely as additional items emerge into 
buyers’ markets. The prices of dishes and low-grade 
furniture are showing signs of weakness, though not 
much decline is anticipated for high-grade furniture. 

Price changes in the fuel, electricity, and ice group 
and in the miscellaneous group will probably be par- 
tially offsetting in 1949, though their average may rise. 
Home-heating oil is more plentiful and has already gone 
through some price reductions. The price of home- 
heating coal and gas and electricity rates continue 
strong. New automobile list prices and telephone rates 
continue to rise, and medical, laundry, barber, and other 
such prices offer little short-run prospect of decline. 

In terms of almost all other consumers’ prices, rents 
are exceptionally low. Even if federal controls are re- 
tained, it is to be expected that the rental index will 
continue its gradual rise. 

If unexpectedly large governmental expenditures do 
not produce a renewed burst of inflation, the year 1949 
should see a gradual decline in the average level of con- 
sumers’ prices and a further narrowing of the extreme 
range between food prices at the top and rents at the 
bottom. So long as industrial production, employment, 
and consumers’ incomes remain high, the adjustments 
will be small. If unemployment should rise markedly 
and if consumers’ incomes should shrink appreciably, 
a more rapid price decline would follow. 

It is not to be expected that any new deflated price 
level will be the one which existed before the war. Even 
after more than 10 years of deflation from their post- 
World War I levels, consumers’ prices during the middle 
thirties were almost 40 per cent higher than those before 
World War I. We appear to have become oriented in a 
similar fashion to a level of consumers’ prices higher 
than that of the late thirties. 
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The volume of check payments as represented by bank 
debits reached the highest level of the postwar period 
in 1948. As media of business transactions, they re- 
flected the current high level of prices, production and 
trade. 
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With bank deposits showing a tendency to recede and 
bank debits still moving upward, the resulting deposit 
turnover averaged higher in 1948 than in the preceding 
three years. This intensive use of funds accompanies 
increased purchases at high prices. 
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The banks again purchased all classes of U. S. securi- 
ties during January. The action reflected easier re- 
serve positions which arose from declines in com- 
mercial loans, gold inflow, a smaller pre-Christmas 
outflow and larger post-Christmas currency return. 
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little during January. Bond holdings increased for the 
first time in many months, reflecting some confidence 
in the outlook for long-term rates. Short-term security 
demand seems to be slackening. 
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Business demand for bank credit was less active 
during January, continuing the trend in the last quarter 
of 1948. Slowing of bank loan expansion has been 
general. Business obtained a continuing large volume 
of funds from security flotations and retained earnings. 
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Commercial loans were off 3 per cent during January, 
partly in response to seasonal factors. Consumer in- 
stallment credit and real estate loans tended to level 
off. Non-bank lenders continued to supply funds for 
loans. Loan growth slackened at country banks. 
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